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I. INTRODUCTION
The vast empirical literature surveyed by Kose, Prasad, Rogoff and Wei (2009) offers contrasting results regarding the real effects of financial globalization. Broner and Ventura (2010) point out that the absence of a consensus regarding the real effects of financial liberalization policies is in part due to the difficulty in separating the effects of such policies from other policies. Many studies use de-jure, rather than de-facto liberalization measures.
In this paper we examine the distinct impact of de-facto measures of financial integration and globalization on several dimensions of real activity. Financial integration is defined as the movement towards equality of discount factors used to price traded assets, as dictated by standard finance theory; globalization is an increase in financial openness. The distinction between financial integration and globalization is important: globalization may be necessary for financial integration to occur, but it may not be sufficient to guarantee that a country's financial system is integrated with world markets in ways that foster an efficient capital allocation.
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Our contribution to the literature is threefold. First, we document advances in financial integration worldwide using a large dataset that includes data for fifty two countries during the period 1985-2008 by applying techniques borrowed from growth theory. From this analysis, we construct a simple proxy measure of financial integration. Second, we test the predictive power of our measure of financial integration on measures of growth prospects that factor in uncertainty in expectations about growth. This complements and extends the analysis of Bekeart et al. (2007) , who do not account for uncertainty in growth prospects.
Finally, we assess the impact of measures of financial integration and globalization on growth, growth volatility, and the probability of a severe decline in real activity. To our knowledge, no study has examined the distinct impact of financial integration and globalization measures on these dimensions of real activity simultaneously. 1 For example, Stultz (2005) pointed out how poor corporate governance can be an impediment to financial integration. More generally, in recent models by Gourinchas and Jeanne (2006) , Heathcote and Perri (2004, 2009 ) and Mendoza, Quadrini, and Rios-Rull (2009) , different degrees of financial integration across countries do not necessarily yield unequivocal predictions on the size and direction of capital flows, hence, on financial openness. For a simple model illustrating the effect of financial integration on efficient capital allocation and and related empirical tests, see Abiad, Oomes and Ueda (2008) Building on Adjaouté and Danthine (2004) , we begin our analysis by testing crosscountry convergence of the mean and volatility of equity excess returns globally, by region and within regions, with a methodology akin to the one used in the growth literature. We find strong evidence of advances in financial integration with such advances being primarily driven by advances of financial integration in emerging markets countries.
We then assess the predictive power of financial integration and globalization for growth prospects. To this end, we use a proxy measure of financial integration and one of growth prospects. Financial integration is proxied by a distance measure of a country's excess returns from the group average at each date, which is meant to capture a ranking of countries' financial integration within a group. Growth prospects are proxied by a country's market price-to-earnings (PE) ratio relative to the world PE ratio standardized by its volatility. Then, we use monthly frequency data to assess whether financial integration predicts growth prospects (as well as the converse) globally, by region and within regions.
We find that advances in financial integration significantly predict better growth prospects, but better growth prospects do not necessarily predict advances in financial integration.
The analysis just described focuses on financial integration only, and concerns growth prospects rather than actual growth. Therefore, we consider the impact of financial integration and globalization on growth, growth volatility and a proxy measure of severe declines in real activity. Financial globalization is measured by the growth rate of financial openness, defined as the ratio of the sum of external assets and liabilities constructed by Lane and Milesi-Ferretti (2007) and updated up to 2008, standardized by GDP. We also construct two measures of capital flow volatility to capture uncertainty and the potential for instability in the globalization dimension.
We find that higher levels of financial integration and globalization are both associated with higher growth and lower growth volatility, whereas the volatility of capital flows does not have any significant impact on both variables. We also find that higher levels of financial integration and globalization robustly and significantly predict lower probabilities of severe declines in real activity, and this predictive power is stronger for emerging markets. These latter results are especially important, since the 2007-2008 financial crisis and the attendant historically sharp drop in real activity has raised the question of whether financial integration and unfettered globalization can be sources of macroeconomic instability (see, e.g. Stiglitz, 2010) .. Our evidence is at odds with the view that financial integration and globalization in and of themselves are sources of macroeconomic instability.
Finally, we document the cross-sectional relationship between financial integration, globalization and proxy measures of the quality of the institutional environment and corporate governance. Perhaps unsurprisingly, we find that better institutions and corporate governance are associated with higher levels of financial integration and globalization.
Notably, however, the quantitative impact of improvements in both institutions and corporate governance is significantly larger for financial integration than globalization.
All in all, our results indicate that financial integration and globalization appear to yield benefits in the form of enhanced countries' growth prospects, growth, lower growth volatility, while we find no evidence of costs in terms of macroeconomic instability.
The remainder of the paper consists of five sections. Section II assesses convergence in equity market excess returns and defines our measure of financial integration. Section III introduces risk-adjusted growth prospects, documents its predictive power for growth, and assesses the predictive power of financial integration for risk-adjusted growth prospects.
Section IV presents the analysis of the relationship between financial integration, globalization and capital flow volatility for growth, growth volatility, and systemic real risk, and examines the impact of indicators of quality of institutions and corporate governance on financial integration and globalization.. Section V concludes. The Appendix details countries, data sources and measurements of all variables used.
II. FINANCIAL INTEGRATION DYNAMICS
If financial markets become more integrated, the price of risk should converge, As stressed by Stulz (1999) , such convergence can be associated with a convergence in the cost of capital. By equalizing the price of risk and allowing agents to achieve better diversification, financial integration should also result in a more efficient allocation of capital (see, e.g. see Abiad, Oomes and Ueda (2008) .
Following Bekaert and Harvey (1995) , the simple metric of financial integration we use in our empirical analysis is motivated as follows. Consider a region composed of N countries, and denote with 
where i t  is the expected local price of risk. As shown in Bekaert and Harvey (1995) , in a partially integrated region, expected excess returns can be proxied by:
where [0, 1] Thus, we gauge advances in financial integration by testing whether there is a significant decline in the cross-country dispersion of equity market ex-post excess returns.
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Ex-post excess returns may be an imperfect measure of expected excess returns for several well-known reasons. For our purposes, temporary deviations from convergence may occur because of differences in countries' savings rates or investment opportunities. Moreover, equity market excess returns in each country could converge because financial assets in each country may be increasingly affected by common factors (the term
3) may be time varying and become increasingly similar across countries), independently of convergence in the price of risk. This is why in our statistical model for excess return we control explicitly for these common factors.
Convergence in excess returns is assessed with a metric germane to that used to gauge growth convergence in the growth literature (see Barro and Sala-i-Martin, 2003 
The term t F in Equation (4) 
We take the first principal component of countries' excess returns as a proxy measure of their common risk factor. As noted, taking into account common shocks is important, as a  exhibits a declining path.
We estimate the following GARCH(1,1) counterpart of Equations (6)- (7) : Thus, estimates of the trend coefficients provide a gauge of convergence of excess returns within a region--that is, a measure of regional financial integration. Turning to regional integration, we find that convergence in the mean of excess returns occurred in each of the regions (Regressions (6)- (8) These results support the construction of a proxy measure of the "relative" degree of financial integration of a given set of countries. This measure is given by the distance of the market excess returns of a country from a measure of central tendency of the cross-country distribution of market excess returns in a particular sample. Specifically, for country j in year t and a sample of N countries, this measure, called ISPEED, is given by
In essence, ISPEED records the position of the market excess return of a country relative to the average excess return of a group of countries. The higher is the level of financial integration in a region, the smaller should be the cross-sectional average of the (quadratic) distance of countries' excess returns from the region's central tendency.
III. FINANCIAL INTEGRATION AND GROWTH PROSPECTS
As noted, advances in financial integration should have a positive impact on a country's growth prospects, since integration would foster a more efficient allocation of capital across firms and sectors in each country. To test this broad implication of theory, we construct proxy measures of countries' growth prospects at a monthly frequency with the important property that they have significant predictive power for GDP growth. We test for this property using data at an annual frequency, but then proceed to examine the predictive power of financial integration for growth prospects using data at a monthly frequency, which is a frequency seldom used in this kind of tests.
A. Measures of Growth Prospects Predict Growth
A forward-looking measure of growth prospects is given by a market price/earnings ratio PE (see, e.g. Bekaert et al, 2007) . Our measure of growth prospects is given by the ratio of the local market PE ratio to the world PE ratio, divided by its volatility. Thus, our measures of growth prospects can be viewed as embedding an adjustment for risk.
We consider the local market PE relative to the world PE ratio to control for different industry compositions within a country relative to the world aggregate, which may impact country growth differentially. The volatility adjustment is important since PE ratios may exhibit significant fluctuations that can arise from both market uncertainties regarding future growth of the economy, as well as from the temporary appearance of "bubble" components in prices of some domestic equity markets. Thus, volatility-adjusted PE ratios may be better predictors of growth than unadjusted ratios. As we show below, this is indeed the case. 4 Thus, our measure of risk-adjusted growth prospects of country j in month t, is a Sharpe ratio-type measure given by
where / jt j t w t SPE PE PE  denotes the ratio of country j's market PE ratio to the world PE ratio wt PE . This measure is computed in each month using a rolling window of data of the preceding twelve months.
5
To test the predictive power of RAGP for GDP growth using data at an annual frequency, we estimate the following dynamic panel regressions using the Blundell and Bond (1998) system GMM estimator with country and time fixed effects:
where jt GDPG is real GDP growth in country j in year t, α 1j and α 2j are country-specific fixed effects. As shown in Table 2 , an increase in risk-adjusted growth opportunities strongly and significantly predicts future growth. Notably, this predictive relationship is strong and significant for both developed and emerging markets economies. As noted, this result supports the use of our measure of growth opportunities in our higher frequency samples to examine the predictive power of financial integration for future real activity.
B. Financial Integration Predicts Risk-Adjusted Growth Prospects
Does financial integration have a positive impact on growth prospects? The finding of a positive impact would suggest that financial integration indeed has positive expected real effects. Conversely, the finding that improvements in growth prospects have a positive impact on financial integration would suggest that these improvements may spur subsequent financial integration.
We assume that the dynamics of RAGP and ISPEED follows autoregressive processes conditioned on their own past values in a VAR-type fashion. Specifically, the coefficient associated with past values of ISPEED in the RAGP equation yields an estimate of the predictive power of integration on a country's growth prospects. Conversely, the coefficient associated with past values of RAGP in the equation of ISPEED as dependent variable yields an estimate of the impact of RAGP on future financial integration. Thus, the impact of financial integration (growth prospects) on future growth prospects (financial integration) is assessed by positing the following panel models for RAGP and ISPEED:
In both equations, 1 j  and 2 j  are country-specific effects and 1
, is a vector of time-specific controls to be defined momentarily. Our main focus is on estimates of the coefficients 1  and 2  , and on testing whether their values are negative and significantly different from zero. These tests essentially aim at establishing whether a country that experiences increased integration, in the form of a reduction in the distance of its excess returns from the group average, also witnesses a subsequent increase in its growth prospects.
The finding of a negative relationship between the country-specific measure of integration and growth prospects would thus suggest that such growth prospects indeed improve with integration.
One important statistical issue is the possible presence of unit roots in the (panel) data-generating process for RAGP and ISPEED, since these measures generally exhibit high persistence. This could make it difficult to carry out valid inference on the coefficients of interest if the unit root hypothesis is not rejected. We address this problem by adopting a specification of Equations (9) and (10) along the lines suggested by Pesaran (2007) . Doing that makes it feasible to test both whether the unit root hypothesis can be rejected and whether the coefficients 1  and 2  are negative and significant.
As in Pesaran (2007) , we subtract the lagged value of the dependent variable from
Equations (9) and (10), set the vector of time-specific controls equal to the cross-sectional average of the lagged level and first difference of the dependent variable, denote with  first differences, and estimate the following two equations:
In Equation (11),
is the cross-sectional average of lagged values of RAGP, and
Similarly, in Equation (12),
is the cross-sectional average of lagged values of ISPEED, and In the entire sample (Regressions (1) and (5)), both coefficients 1  and 2  are negative and significant at conventional significance levels. This finding suggests the existence of a virtuous dynamics, whereby financial integration improves future growth prospects and, in turn, improved growth prospects advance financial integration.
When we look at the same relationships in the context of regional integration, as opposed to world integration, we obtain results consistent with the convergence results in excess returns described previously. The European sample exhibits the same pattern of the world sample: The coefficient 1  is negative in Regression (2), and both coefficients 1  and 2  are negative and significant in Regression (6)), indicating that the virtuous dynamics between financial integration and growth prospects also holds at the regional level. By contrast, such dynamics appears weaker for the Asian and Latin American samples (Regressions (3)- (4) and (7)- (8)), suggesting a higher degree of heterogeneity of the financial integration process in the countries included in these subsamples.
In sum, a proxy measure of financial integration predicts a measure of a country's growth prospects. Regional financial integration appears to have played a particularly significant growth-enhancing role in Europe. Conversely, better future growth prospects may, but need not to, foster future advances in integration. Obstfeld (2009, p.63) observed that "there is strikingly little convincing documentation of direct positive impacts of financial opening on the economic welfare levels or growth rates of developing countries." Work by Quinn and Toyoda (2008) indicates that some of the inconclusive results of the literature may be due to problems of measurement of financial openness following liberalization. Moreover, some recent studies (e.g. Bonfiglioli, 2008, and Bekaert, Harvey, Lundblad and Siegel, 2009 ) find a positive impact of financial openness on productivity growth, which is a key driver of growth.
IV. FINANCIAL INTEGRATION, GLOBALIZATION, AND GROWTH DIMENSIONS
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On the other hand, few studies have examined the relationship between increased openness and growth volatility.
Buch, Dopke and Pierdzioch (2005) do not find a significant impact of financial openness on growth volatility. Some studies that use sectoral or firm level data find positive effects of increased openness on both growth and volatility. (see e.g. Levchenko et al., 2009, and Kalemni-Ozcan, Sorensen and Volosovych, 2010) . 6 Few studies examne the relationship between openness and growth volatility. Buch, Dopke and Pierdzioch (2005) do not find a significant impact of financial openness on growth volatility. Some recent literature has focused on growth volatility at a sectoral or firm level, using a variety of measures of financial openness: a recent review of this literature is in Kalemni-Ozcan, Sorensen and Volosovych (2010) . This is openness...to refine
Differing from existing studies, here we focus on the distinct impact of financial integration and de-facto globalization on three dimensions of growth: growth levels, growth volatility and the probability of severe declines in real activity. Our measures of globalization are based on the data on external assets and liabilities constructed by Lane and Milesi-Ferretti (2007) . As dictated by Lane and Milesi-Ferretti dataset, we use data at annual frequency. Our measure of globalization, called FGLOB, is the growth rate of financial openness, defined as the growth rate of the ratio of the sum of external assets and liabilities to GDP. In addition,
we examine capital flow volatility as an important dimension of financial globalization. We construct two proxy measures of capital flows volatility: volatility of capital outflows, called COFV , computed for each country as the absolute value of the difference between the growth rate of the ratio of external assets to GDP and its sample average; and volatility of capital inflows, called CIFV , which is computed for each country as the absolute value of the difference between the growth rate of the ratio of external liabilities assets to GDP and its sample average. As before, financial integration is proxied by the ISPEED measure we have introduced previously, where the monthly ISPEED measure is averaged for each year.
A. Growth and Growth Volatility
We estimate dynamic panel models of the following form, using Blundell and Bond (1998) GMM estimators with country and time fixed effects:
The dependent variable jt Y is either GDP growth, or a proxy measure of volatility of GDP growth, termed GDPGV, which is computed for each country as the absolute value of the difference between GDP growth and its historical mean. Note that country fixed effects control for unobserved country characteristics that do not change through time, or change very slowly. Table 4 reports the results with GDP growth as the dependent variable for the pooled sample, the advanced economies sample, and the emerging market sample. In the pooled sample (Regressions (1)-(3)), ISPEED is negatively and significantly associated with growth.
Thus, an increase in financial integration, captured by a reduction in ISPEED, is associated with a higher GDP growth rate. Likewise, the coefficient associated with the lagged value of FGLOB is positive and significant, implying that higher financial globalization is associated with higher subsequent GDP growth. Furthermore, the coefficient associated with the volatility of capital outflows is not significant, indicating that this dimension of openness does not have an impact on growth. By contrast, the coefficient associated with the volatility of capital inflows (Regression (4)) is positive and significant, albeit weakly. .
The results of the regressions for the sample of advanced economies (Regressions (4)- (6)) and that of emerging markets (Regressions ( (7)- (8)) overall indicate differential strengths of the positive effects of financial integration and globalization on growth. For advanced economies, the coefficient associated with ISPEED is still positive but not significant, while it is positive and highly significant for the emerging market economies, signaling a stronger positive impact of financial integration for these countries. By contrast, the positive impact of globalization appears comparatively stronger in advanced economies. Lastly, while the volatility of capital outflows does not appear to have a significant impact for both country groups, the coefficient associated with the volatility of capital inflows is positive and highly significant for emerging market economies, while it remains not significant for advanced economies.
In sum, both financial integration and globalization are associated with higher growth levels in all economies in our sample. Moreover, financial integration appears to have a comparatively stronger positive impact on growth in emerging market economies, while globalization has a comparatively stronger impact on growth in advanced economies. Table 5 reports the same regressions presented in Table 4 with our proxy measure of GDP growth volatility as the dependent variable. In the pooled sample (Regressions (1)-(3)), ISPEED is positively and significantly associated with growth volatility. Thus, an increase in financial integration, captured by a reduction in ISPEED, is associated with lower growth volatility. Likewise, the coefficient associated with the lagged value of FGLOB is negative and significant, implying that higher financial globalization is associated, again, with lower growth volatility. Interestingly, both measures of volatility of capital flows have no significant impact on growth volatility.
Similarly to the growth regression results, the regressions for the sample of advanced economies (Regressions (4)- (6)) and that of emerging markets (Regressions ( (7)- (8)) indicate that the strength of the negative impact of advances in financial integration and globalization on growth volatility varies across these country groups. For advanced economies, the coefficient associated with ISPEED is positive but not significant, while it is positive and highly significant for emerging market economies, indicating a stronger volatility-reducing effect of financial integration for these countries. On the other hand, for both advanced and emerging market economies the coefficient associated with FGLOB is negative but not significant in most regressions. This result is likely due to the lack of sufficient cross-country variation of FGLOB within the two samples. Lastly, for all samples, the volatility of capital flows does not have a significant impact on growth volatility
In sum, both advances in financial integration and globalization are associated with lower growth volatility. In addition, the volatility of capital flows does not seem to have any significant impact on growth volatility. Differing from most studies that focus on systemic financial risk, here we assess whether there exists a significant relationship between financial integration, globalization, and indicators of systemic real risk, defined as in De Nicolò and Lucchetta (2011). Indicators of systemic real risk capture tail realizations of declines in real activity. The main advantage of using these indicators is eschewing the challenging task of defining and dating episodes of bank or financial fragility. Whenever financial instability carries significant adverse real effects, these effects will be reflected in declines in real activity and will be captured by our indicators.
We construct two measures of systemic real risk. The first one, called SR5, is a binary variables that take the value of one if in a given year a country's ratio of GDP growth to its standard deviation, which is computed for the entire length of the sample, is in the lowest 5 th percentile of its cross country distribution, and zero otherwise. The second measure, called SR0, can be viewed as a lower bound to systemic real risk realizations: it is a binary variable that takes the value of one if GDP growth in a given year is negative, and zero otherwise. To maximize the size of the empirical distribution of GDP growth, SR5 and SR0 are computed on the basis of GDP growth data since the year 1960.
Similarly to the specification of equation (13), we estimate the following Logit model:
Table 6 reports the results for the pooled sample, as well as the samples of advanced and emerging market economies.. In the pooled sample (Regressions (1)-(3) of panel A), the probability of a systemic risk realization SR5 is lower the higher is financial integration, as the coefficient associated with ISPEED is positive and significant. The coefficients associated with FGLOB and capital flow volatility are all negative but not significant. By contrast, in the regressions with SR0 as the dependent variable, the coefficients of ISPEED remain positive but not significant, that associated with FGLOB is positive and highly significant, and the coefficients associated with capital flow volatility are positive and (weakly) significant. These results suggests that higher levels of financial integration may be associated with lower macroeconomic instability, while higher levels of globalization and capital flow volatility may be associated with lower probabilities of milder systemic real risk realizations, such as recessions.
The results for the sample of advanced economies (Table 6 , Panel B) and those of emerging markets (Table 6 , Panel C) indicate differential strengths of the positive effects of financial integration and globalization on systemic real risk across these two country groups.
For advanced economies, the coefficient associated with ISPEED is positive but not significant, while it is positive and significant for the emerging market economies, indicating a stronger impact of financial integration in reducing systemic real risk for these countries.
By contrast, the coefficient of FGLOB is negative in all regressions in both country groups, but is significant only for SR0, suggesting that financial globalization is associated with lower probabilities of recessions. Lastly, the coefficients associated with capital outflow volatility are not significant, while that associated with capital inflow volatility is negative and significant in the regressions with SR0 as the dependent variable in the emerging market sample.
Summing up, we generally find a significant negative relationship between financial integration, globalization and the probability of a systemic real risk realization, and a negative relationship between capital inflow volatility and the probability of a recession.
These results, together with the evidence on growth volatility reported previously, are at odds with the conjecture that there is a trade-off between financial integration, globalization , growth and macroeconomic stability.
C. The Role of the Quality of Institutions and Corporate Governance
If financial integration and globalization are important drivers of growth prospects The second indicator, Earning Smoothing, is a measure of "earnings opacity" that tracks the extent to which managers may conceal the true performance of firms using accruals to smooth fluctuations of annual profits.
The relationship between financial integration, globalization, and the quality of institutions and corporate governance was estimated by means of the following random effect model:
where jt Y is either ISPEED or FGLOB, jt X are the indicators of quality of institutions and corporate governance, 1t
 are time fixed effects, and jt  are random effects. Each indicator of the quality of institutions has a positive and quantitatively significant impact on both financial integration and globalization. Remarkably, the quantitative impact of the quality of institutions on our measure of financial integration is larger than that on globalization for each of the quality categories. These results are consistent with the view that the poorly developed institutions contribute to keep capital markets segmented (see Bekaert, 1995) and discourage foreign direct investment. With regard to corporate governance, better corporate governance is generally associated with a higher level of integration and globalization, although the coefficients in the relevant regressions are not significant, and the quantitative impact of these variables is generally smaller than the more encompassing measure of quality of institutions
In sum, the quality of institutions and corporate governance are important determinants of both financial integration and globalization. Remarkably, the positive impact of good institutions and corporate governance appears comparatively stronger for financial integration.
D. Robustness
As pointed out in the literature, the possible endogeneity of the financial integration and globalization variables and the potential impact of omitted variables are the typical problems that may induce biases in the estimated coefficients of the type of regressions we have presented.
We assess the robustness of our results to these problems in Table 8 . Columns (1)- (2) report GMM dynamic panel estimations of our baseline growth and growth volatility regressions for the pooled sample, with the matrix of instruments designed to treat the variables ISPEED and FGLOB as endogenous. It can be easily seen that the results are basically the same as those of the correspondent regressions reported in Tables 4 and 5 .
Similar results (not reported) are obtained when all other previous specifications are run with the integration and globalization variable treated as endogenous.
Columns (3)- (4) we report GMM dynamic panel estimations of our baseline growth and growth volatility regressions for the pooled sample using the "double differencing" estimation implemented by De Nicolò, Laeven and Ueda (2008), which can control for the omission of all variables whose dynamics can be approximated by a stochastic trend.
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. Again, the results are basically the same as those reported in columns (1)-(2).
Lastly, in columns (5)- (6) we report Logit regressions where we replace the financial integration variable with the fitted values of the regressions reported in Table 7 , In sum, our results appear robust to the potential endogeneity of the financial integration and globalization variables, as well as to a large set of omitted variables.
V. CONCLUSIONS
This paper has examined the distinct impact of financial integration and globalization on four dimensions of real activity: growth prospects, growth, growth volatility and a measure of macroeconomic instability. Financial integration predicts better growth prospects, but the converse does not necessarily holds; and both financial integration and globalization are associated with higher growth, lower growth volatility and lower probabilities of sharp declines in real activity.
9 Consider the regression (a):
and suppose that the vector of Overall, these results suggest that financial integration and globalization are likely to yield the beneficial real effects resulting from a more efficient resource allocation predicted by theory. We do not find direct evidence of costs in the dimension of macroeconomic instability. Policies aimed at fostering financial integration of capital markets and financial sectors, as well as continuing removing impediments to financial globalization, may be necessary, albeit not sufficient, to allow countries to reap these benefits.
Table 1. Convergence of Cross-Country Variances and Idiosyncratic Volatility of Equity Market Excess Returns
The estimated model is: 
Risk-Adjusted Growth Opportunities Predict Growth
The estimated model is:
GDPG is real GDP growth, RAGP is the measure of risk-adjusted growth prospects. The estimated models are:
GDPGV is the proxy measure of GDP growth volatility, ISPEED is the financial integration measure, FGLOB is the financial globalization measure, and CFV denotes the proxy measures of volatility of capital outflows (COFV) and capital inflows (CIFV) as defined in the text. 
) GDPGV(t) GDPGV(t) GDPGV(t) GDPGV(t) GDPGV(t) GDPGV(t) GDPGV(t) GDPGV(t)
GDPGV ( Tables 4 and 5 for GDPG and GDPGV with ISPEED and the lags of FGLOB treated as endogenous variables in the GMM estimation procedure. Regressions (3)-(4) are the same regressions estimated in differences according to the procedure described in De Nicolò, Laeven and Ueda (2008) to account for omitted variables exhibiting an approximately constant growth rate. Regressions (5)-(6) are specified ias in Table 5 , with ISPEED replaced with PISPEED, obtained as the (in-sample) predicted values of ISPEED regressed on theb institutional variables described in Table 7 . Estimates of (1)- (4) are obtained by the GMM System estimator of Blundell and Bond (1998) . M1 and M2 are the p-values of the Arellano-Bond statistics for first and second order correlation of residuals; Sargan is the p-value obtained by estimates of the two-step version of the models: a p-value of 1 implies that the null hypothesis that the overidentifying restrictions are valid cannot be rejected. Regressions (5)- (6) 
